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4 BOOK I. CHAP. I § 3—s.

But the statesman or the financier who decides that these
two towns are to be connected by a railway is a man of Artin a
yet broader sense of the term. For he has to consider not only
what it will cost to make the railway but also what nett profit it
will bring in, and gerhaps what will be its indirect political,
social and moral effects. In doing this he has to make many
inquiries of Economics; for this science examines the laws that
determine the growth of trade in particular channels, and those
that determine the cost of making and working the railway.

Economics then cannot by itself be a guide in the practical
affairs of life; but it answers a number of difficult questions
which must be asked of it by the statesman, the man of business,
and the philanthropist. Economics is to be classed with the
Moral or Social Sciences; because it deals only incidentally with
inanimate things. Its main purpose is to seek for the moral and
social Laws by which men’s conduct is determined in the ev
day work of their lives: the motives which cause them to see
one trade and occupation rather than another, and which govern
their behaviour to others with whom their trade brings them
into contact. Economics investigates the causes which deter-
mine the work of a man’s daily life, the manner in which he
spends his income, and the influence which his work exerts on
his character.

§ 3. Social sciences have made slower progress than
physical sciences. One reason of this is that men have only
recently begun to apply to social sciences those methods of
classification, and that systematic study of each class of
truths, which have been so successful in the physical sciences.
But now that men have set themselves to study each separate

- group of social facts by itself, these sciences too are beginning
to advance steadily.

In any history of the physical sciences we may read how
men failed to make rapid progress so long as they persisted in
the vain attempt to discover some simple explanation of all
the various natural phenomena. The ancients used to be con-
tinually starting new theories for the explanation of the universe,
which succeeding ages had te cast away. As time went on,
men learnt that they must separate the study of inorganic life
from that of organic, the study of chemistry from that of
mechanics, and so on. And when men had thus begun to
concentrate their attention on one particular class of natural

henomena at a time, to trace by careful and steady work their
aws, they made solid progress. Of course they seldom
obtained results that were completely true. But the new
results were always nearer the truth than those which they
displaced, so that each generation started from a more advan-
tageous position than its predecessors; and thus by gradual






6 BOOK I. CHAP. L §6.

But though some of these human qualities should not be
included under the term wealth ; yet this term should not be
confined to those things which can he bought and sold in
the market. For in estimating the wealth of a country every
one would include the market-value of the power of work
possessed by a cart-horse or a slave. And it secms unreason-
able to exclude that of a free man simply because he cannot
be sold, and so has no market-price.

But we want some term which will fitly describe such things
as are capable of being exchanged and of having their value
definitely measured; and we find such a term in *Material
Wealth.”

Wealth then may be said to consist of Material wealth
and Personal or non-material wealth,

Material Wealth consists of the material sources of
enjoyment which are capable of being appropriated
and therefore of being exchanged.

Thus it includes not only commodities (or things the posses-
sion of which can give enjoyment directly), but also machinery
and other things which are made or appropriated in order to
aid man in producing commodities.

“Personal” or “non-material wealth” consists of those
human energies faculties and habits, physical mental
and moral, which directly contribute to making men
industrially efficient, and which therefore increase their
power of producing material wealth.

Thus manual skill, intelligence, and honesty may be included
in the personal wealth of a country.

All other human faculties and qualities which it is an
advantage to have, and all other sources of enjoyment,
are elements in the well-being of a man, but are not
included under the term wealth.

Thus the power of appreciating and deriving pleasure from
music is an element of well-being, but it is not called wealth ;
because generally speaking it does not make men’s work efficient
in the production of material wealth.

§ 6. The term Productive has been used by Economists
in many senses, and has caused much misunderstanding. It
seems best that Productive when used simply as a technical
term should mean productive of wealth.

Labour is Productive when it produces wealth, whether
Personal or Material.

But whenever there is any room for doubt, mention will be
made of the particular kind of thing which is produced. Thus
it may be said that labour is “productive of wealth,” or to
anticipate the use of terms which will soon be defined, “produc-
tive of capital,” or “productive of wage-capital,” etc.


















12 BOOK I. CHAP. IL §6.
The character of a nation depends chiefly on that of the

mothers of the nation—on_thel nness and gentieness an
S ty: isin childhood, and at home, that the wor
Fitist 1éam Yo~ be Trurhfut and-trusty; cleanly and careful, ener-
getic-and-thorough;torev S dhid to respect himself.

* Finally, industfy ¢atifiot “attain fill freedom and efficiency
unless, as Mill says, it is protected 4y the Government and fro2
the Government.

We have now seen how land and labour are two of the

requisites of production, the third requisite is capital.






14 BOOK I. CHAP. IIL. §2, 3

A third consists, if he be a spinner, of raw cotton, flax, or wool ;
if a weaver, of flaxen, woollen, silk or cotton, thread ; and the
like, according to the nature of the manufacture. Food and
clithing for his ogratives, it is not the custom of the present
age that he should directly provide ; and few capitalists, excep:
the producers of food or clothing, have any portion worth
mentioning of their capital in this shape. Instead of this each
capitalist has money, which he pays to his workpeople, and so
enables them to supply themselves : he has also finisked goods
in his warehouses, gy the sale of which he obtains more money,
to employ in the same manner, as well as to replenish his stock
of materials, to keep his buildings and machinery in repair,
and to replace them when worn out. His money and finished
goods, however, are not wholly capital, for he does not wholly
devote them to these purposes : he employs a part of the one,
and of the proceeds of the other, in supplying his personal
consumption and that of his family, or in hiring grooms and
valets, or maintaining hunters and hounds, or in educating his
children, or in paying taxes, or in charity. What then is his
capital ? Precisely that part of his possessions, whatever it be,
which is to constitute his fund for carrying on fresh productions?.

Luxuries and other things which are not intended to be used
productively, are thus regarded as priyate capital if they are in
the hands of a trader who derives an income from selling them
or hiring them out, but not if they are in the hands of a private
consumer.

But sccondly, capital may be regarded from a national point
of view as that part of a nation’s wealth which is destined to.be
employed productively, In estimating it we have not to inquire
whether goods are in the hands of a trader or consumer, we
have not to inquire how much command over capital each per-
son has at his disposal in the shape of money or of any of the
substitutes for money ; (except indeed when it becomes necessary
to take account of the commercial relations with other countries).
We have simply to consider what part of the nation’s wealth,
material and personal, is destined to be used in producing
further wealth: the sum total of this wealth constitutes the
national capital.

According to ordinary though not universal English usage
the lands and water-power of a country are not counted in the
capital of the country, because they have not been made by
man; it is however doubtful whether it is best to continue to
exclude them.

§ 2. Capital is for the most part the result of labour and
abstinencc; it is saved. But it is also used.

1 MM, Principles, Bk. 1. Ch. iv. § 1.






16 BOOK I. CHAP. IIL § 3, 4.

his neighbours do not see that it is spent at all. And though
the future effect of his spending will be to increase the means
of employing labourers, these effects are not seen: but they may
be foreseen. “In the department of economy, an act, a habit, an
institution, a law, gives birth not only to an effect but to a
series of effects. Of these effects the first only is immediate ; it
manifests itself simultaneously with its cause; 7 /s seen. The
others unfold in succession—they are 7ot seen; it is well for us
if they are foreseen. Between a good and a bad economist this
constitutes the whole difference: the one takes account only of
the 7i#sible effect: the other takes account of the effects which
are seen and also of those which it is necessary to_foresce. Now
this difference is enormous, for it frequently happens that when
the immediate effect is favourable, the ultimate consequences are
fatal and conversely. Ignorance surrounds mankind in its
cradle; then its actions are determined by their first conse-
quences, the only ones which in its first stage it can see. Itis
only gradually that it learns to take account of the others. It
has to learn this lesson from two very different masters—expe-
rience and foresight. | Experience teaches effectually but bru-
tally, It makes us acquainted with all the effects of an action
by causing usto feel them, and we cannot fail to finish by
knowing that a fire burns when we have burned ourselves. For
this rough teacher I should like if possible to substitute a more
gentle one—I mean Foresight. For this purpose I shall examine
the effects of various economical phenomena by placing in
opposition to each other those which are seen and those which
are not seen.” There are, as Bastiat goes on to shew, many
important consequences of men’s action which are not seen, but
which may be foreseen by the aid of economic principles.

One of the most important of these principles has been
expressed by saying “Industry is limited by Capitall.” But
when so stated it is often misunderstood. It means that :—

Labour requires support and aid from capital. The

demand for labour in a district cannot in the long run
be increased by any device that does not lead to an
increase of the supply of capital in it.
LIf the efficiency of labour were to be doubled by a magician’s
wand, while the material capital in the country were unchanged

-

1 The sentence *‘Industry is limited by Capital” is the first of Mill’s
four ¢ fundamental propositions about Capital.” His fourth proposition
expresses another side of the same truth; it is ** Demand for commodi-
ties” (payment for them being made after they are finished as is usually
done) ‘‘is not demand for labour” (payment for it being made before-
hand, as is usually done). Mill’s second proposition is to a similar
effect ; it is ¢ Capital is the result of saving.”” This and his third propo-
sition * Capital is consumed” have already been explained.
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Remuneratory Capital, but not Circulating. Again raw materials
are Circulating capital, but not Remuneratory.

We shall presently see the importance of the distinction
between Fixed and Circulating Capital. We shall also see the
importance of a third distinction for which these names are
sometimes used, but for which other names seem to be required.

Whenever capital has been designed for use in one trade
there is some difficulty in diverting it to another; if
this difficulty is great the capital is Specialised, if not
great, the capital is Non-spec: 1

Noclearly defined line can be drawn between these two kinds
of capital. Labourers’ food and clothing, many kinds of tools,
and such materials as wood and metals are Non-specialised, for
they can be employed in a number of different ways, i
many kinds of offices and commercial buildings and workmen’s
dwellings in towns are Non-specialised. But agricultural im-
provements, including farm labourers’ cottages, cannot often be
used except for their original purposes. So also railroads,
docks, ironworks, and again printing and reaping machines ma
be considered as Specialised capital. But it is often difficult to
decide whether such machinery should be called Specialised, or
Non-specialised : a factory fitted up with a steam engine and
“over-head gear,” can scarcely be called Specialised capi
because it may be almost equally adapted to many branches
the textile trades, and of the lighter metal and wood trades.

§ 8. Almost all Personal Wealth is or may be Personal
Capital. As Adam Smith says :—“The acquisition of all useful
abilities, by the maintenance of the acquirer during his education,
study or apé)renticeship, always costs a real expense, which isa
capital fixed and realised, as it were, in his <rerson. Those
talents, as they make a part of his fortune, so do they likewise
of that of the society to which he belongs. The improved
dexterity of a workman may be considered in the same light as
a machine or instrument of trade which facilitates and abrid
labour, and which, though it costs a certain expense, repays t
expense with a profit.”

Y Compare Jevons’ Zheory of Political Economy, pp. 232—1234.



















26 . BOOK I. CHAP. IV. §7.

and the consequent increase in the supply of coal forced down
prices below their old level.

But though the Law of Diminishing Return does not apply
to mineral produce in the same way as it does to agricultural, yet
the exhaustion of the mineral strata of the earth’s surface may
ultimately exert a most serious influence on the history of the
world.

When steam power becomes expensive, science will doubt-
less teach us to substitute for it the forces of the air and
water. In the wind and waves, in tides and waterfalls, we are
supplied with forces many thousand times as great as can ever
be required by the whole population of the globe. At present
coal is preferred to these sources of power, because coal can
easily be carried wherever it is wanted and any quantity of
steam power can be obtained whenever it is wanted; but the
forces of Nature cannot. Means will however probably be
discovered of transmitting the power that is supplied by Nature
from place to place, so that it may be applied wherever it is
wanted, and of storing up this force in reservoirs so that it may
be used whenever it is wanted ; and then we shall be able
almost to dispense with the use of steam power.

But there seems to be no prospect of obtaining any impor-
tant cheap substitute for coal as a means of producing warmth,
And it is quite possible that in the colder portions of the earth’s
surface the growth of population will ultimately be restrained by
the need of warmth, more than by the need of food.

—

\
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nnneadiate nends to have Time oronciina=on for fore:hought. And
even those wie ate cazzing gl wages seidom think of putting
by, unless they are 0 svure exent educired,

W The Svimpachies Wz xuw o the last chay one of
the ways inwhich cvvireinic pregress dereads cn ily affection.
And heve it must be pecowd g ufesten for others is one of the
chict motives, o vot tae cluet arecve. of the accumulation of
capital.  Uhere is predaty mere wenth saved for the sake of
others than tor the fuiure egjevment of taose who save it.  If
people were swavad eenzely dv seifineerest. they would invest
1 annuities for their ows Dves tistead of leaving a provision for
their famtlies  Lavisd azpenditure Zenenu'y indicates a selfish
disposition that cares 2deve il hings ©Or Its own enjoyments.
Those who are auxeous tor 1 weil-dewrg of others are more likely
to save, than o spend &l their ixevines. Agiin the prevalence
of intemperate hadizs in 2 ceuniry &meaiskes both the number
of days in the week wind the pumoer of years in his life during
which the bread-winner s earning rul wages. T ce
MICTEASSS Q@ Man’s power, and generaly increases his will to
save for the benefit of bis ¢ ee, and also to bring them
up well, and invest Persopal capizal in them

() The hope of rising ix 3¢ worid  If people feel that
they are bound down for ever by a sort of caste regulation to
one station in life, they will not save in order to better their
position; they will raturally have Litle metive to be frugal, “It
1s fixity rather than inequaitzy of fortuze waich is to be dreaded,
for wherever there is motion there ts lire.”

«  Whether the strengzh of tke voseldsh atfections be great
or small, the inducements to save wiil be powerful if great social
advantages are to be obuined by the possession of wealth,
The middle classes are much under the induence of this con-
sideration and partly for this reasexn they save more than other
classes. On the other hand, the love of display hinders saving,
Accumulation of wealth is generally rapid in countries which are
advancing from poverty to riches, because habits of thrift, which
are formed when people are poor, remain when they become rich.
The parsimony which our fathers learnt during the pressure
caused by the great war, is doubtless one of the chief causes of
the enormous growth of capital during the present generation.

(¢) Political and commercial security.

A man who saves, hopes that he and his family may enjoy
in security the fruits of his saving. This requires, firsily, that
Government should protect his property from fraud and vio-
lence ; secondly, that if he or those whom he leaves behind him
arc unwilling or- unable to employ the capital in business them-
sclves, they must be able to lend it out to others and to live in
uict on the interest of it. One cause of the rapid accumulation
































































DIVISION OF LABOUR. 59

cultivate them. It has already been remarked! that the peasant
proprietor has in land a constant source of pleasure and excite-
ment and the safest and most convenient of savings-banks. He
invests his capital and labour in his land, without requiring as
high a profit on his capital as the wealthy farmer would, and
without expecting as high wages for his toil as would be
demanded by the hired labourer. He may through want of
machinery, or of knowledge retain methods of cultivation that
have been discarded as wasteful by the English farmer. But
still he is content and happy. His produce is generally less in
progortion to the amount of labour spent in raising it than
is the case with an English farm. But his produce per acre is
often large, and on the whole he contributes his full share to the
agricultural wealth of the country.

1 Chap. vi. § 3.















64 BOOK I. CHAP. IX. §3.

England’s position in the Great French war was largel, i
to the vastpnc; produce of her manufactures and axgriculmrey owl.mg

§ 3 Enough has been said now to shew that when land is
let on the English system its rent is the surplus return which it
gives to the farmer’s capital after deducting what is necessary
to replace his capital with profits. It is easy to see that this
rent will be increased by anything that enables the farmer to
raise a greater produce with a given outlay, or by anything that
gives him a better market for his produce. But it is more
difficult to analyse the various parts of his outlay; to measure
the total value of his produce; and finally, by subtracting from
this value enough to return him his outlay with profits, to
determine the amount of his rent. We shall be in a better
position for doing this when we have examined the first prin-
ciples of the theory of value.

1 For instance Ricardo says, ‘“Adam Smith constantly magnifies the
advantages which a country derives from a large gross, rather than a
large net income....Provided the net real income of a nation, its rent and
profits be the same, it is of no importance whether it consists of ten or
of twelve millions of inhabitants. Its power of supporting fleets and
armies, and all species of unproductive labour, must be in proportion to
its net, and not in proportion to it gross income.”
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his own economic interests. We have in this Book to examine
Normal Values. For:—
at condition of a thing which would be brought about
by the undisturbed action of frce competition is called
jts Normal Condition.

§ 2. [That which is according to the laws or precepts made
by authority is legal: That which is according to the Laws of
nature in their ordinary operation is normal. Of course every-
thing in nature happens, in one scnse, according to the Laws
of nature. But very often we have in view some particular
set of Laws ; and when it is understood that special reference
is made to these Laws, we may say that that condition of a
thing which is brought about by their undisturbed action, is
its normal condition. Every tree grows according to the Laws
of nature, but if a trece is planted in such a position that it
cannot grow “naturally,” that is according to the laws of its
own nature, its shape is sald to be abnormal. So it is in one
sense according to the Laws of nature that the branches of a
trce are swayed by the wind. Yet we say that they are in their
normal position only when the wind is still. This is the position
which they adopt, and in which they rest when not disturbed.
‘When we speak of Normal values, or Normal prices, or Normal
wages, or Normal profits, the particular set of Laws which we
have in view are those Laws of human nature and human conduct
which are brought into play when competition is perfectly free.
It is true that when man is influenced by custom or prejudice,
or when he is prevented by ignorance or apathy from competing
frecly, his action is according to the Laws of his nature, and is
in one sense natural. But it is not according to those Laws
of his nature which we have specially in view when discussing
the economic condition of highly civilised countries. We there-
forc do not call his action Normal in the special or technical
sense in which the word is used here. i

If the wind blew equally from all quarters the mean or
average position of a branch would be the same as its normal
position. But if the wind blew more towards the east than
towards the west, the megn position of the branch would be to
the east of its normal position. And in the same way with regard
to value: if competition were perfectly free, the average value
of a thing would be the same as its Normal value. But since in
fact competition is not perfectly free, the average value of a
thing may differ from its Normal value; although the two seldom
differ much.

Adam Smith and the older Economists spoke of the
“ Natural” rates of wages profits and prices. They used the
word Natural to mean that which is according to man’s nature

when competition is free, But it has been found best to use

.















LAW OF DEMAND. 7t

by a twentieth or by a quarter, or it may double them. But in
a large market every fall in price will cause an increase of
demand. The Law of Demand then is :—
The amount of a commodity which finds purchasers in
a market in a given time depends on the price at
which it is offered for sale; and varies so that
the amount demanded is increased by a fall in price
and diminished by a rise in price. - Its price measures
its Final Utility to each purchaser, that is, the
value in use to him of that portion of it which it is
only just worth his while to buy.
















































RENT. 87

can make by working the mine, that is to the rent which the
owner can obtain from them. It is an extremely difficult problem
to calculate what bargain should be made in the case of any
particular mine. It should secure the interests of the owner and
iet leave the lessees proper freedom to decide for themselves

ow much capital they will apply in any year to the working of
the mine, and therefore how much produce they will raise from
it. In practice this is roughly done by his demanding a royalty
of so much a ton on the gross produce raised, in addition to a
fixed annual payment.]







































100 BOOK II. CHAP. VI §6.

carriage if he hires them, in which case the revenue from them
enters into the Earnings-and-interest Fund; but if they are his
own, and used partly for his own enjoyment, partly as a source
of revenue, it is difficult to say how much of their value should
be regarded as capital’.]

1 See Book I ch. iii. § 1.












































































































































































CHANGES IN THE VALUE OF MONEY. 157

the expense of debtors. For if the money that is owing to them
is repaid, this money gives them a great purchasing power; and
if they have lent it at a fixed rate of interest, each payment
is worth more to them than it would be if prices were high. But
for the same reasons that it enriches creditors and those who
receive fixed incomes, it impoverishes those men of business who
have borrowed capital ; and it impoverishes those who have to
make, as most business men have, considerable fixed money
payments for rents, salaries, and other matters. When prices
are ascending, the improvement is thought to be greater than it
really is ; because general opinion with regard to the prosperity
of the country is much influenced by the authority of manufac-
turers and merchants. These judge by their own experience,
and in time of ascending prices their fortunes are rapidly
increased ; in a time of descending prices their fortunes are
stationary or dwindle. But statistics prove that the real income
of the country is not very much less in the present time of low
prices, than it was in the period of high prices that went before
it. The total amount of the necessaries, comforts and luxuries
which are enjoyed by Englishmen is but little less in 1879 than
it was in 1872,






























MARKET FLUCTUATIONS. 167

that market fluctuations of value are the cause and not the con-
sequence of market fluctuations of Expenses of production.
If Ricardo and Mill had taken more pains to make clear the
distinctions between the theory of Normal value and that of
Market value, there could not have been as much controversy as
there has been on the question whether value is governed by
Expenses of production, or Expenses of production by value.]

























































186 BOOK IIL. CHAP. IV. §&

required to prevent each manufacturer from his
own interests, and bidding against his rivals in the labour

market. Butthcsoqalpenalmswhichacomb on of
manufat:turmcanmﬂxa an unfaithfal member are not
generally very heavy; for seldom depends for society on

those in his own trade as much as a farmer does. And there-
fore such combinations often fix a scale of pecuniary penalties
for breaking the rules, and require from each member a bond
for the due payment of them. Such combinations seem to be
on the wln:»l‘:aa gaining strength ; but few of them are yet very
strong.

















































































INFLUENCE OF TRADES UNIONS ON WAGES. 213

above their Normal level, wages which can only be maintained
even temporarily by harsh regulations and continual conflicts,
involving a great diminution of the Wages-and-profits Fund,
and inflicting grievous injury on society; so employers are
sometimes under a like temptation to strive by arbitrary means
for unduly high profits.

The duties of different classes of industry to one another
may profitably be discussed from the pulpit, in Social Science
Associations, in Chambers of Commerce, in Trades Councils,
and in Trades-union.Congresses. And there is much to be
gained from all movements which tend to bring employers face
to face with their employés, to talk over peacefully the economic
and moral grounds of any claims that may be advanced: this is
the work of Boards of Conciliation.













































228 BOOK III. CHAP. IX § 11

year; and trerefore perfzctly uninterrupted employment could
not be guaranteed to the workshops if their annual produce
exceeded the amount which the Stores were wiliing to purchase
in the most unfavourable years. And the prices and wages in
the workshops would have to fail whenever they fell in the out-
side markets : for otherwise the trust of co-operators would be
put to too great a strain.

The plan will require much exercise of the Co-operative
Faith ; bat it will be a gain to the world if many wish for it, and
a great gain if they achieve it.
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